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The future of fiduciary management
Did capitalism cause the meltdown?
The European Investors’ Working Group
investor risk tolerance after the crisis
Will a new model revive the CMBS market?

Shareholder activism in a post-Lehman world

Should thls portfalio hang in your client’s gallery of assets?
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cycle to market takes on average
about 30 years for a particular piece
of art to appear on the market
again,” says McAndrew. “Some might
take 100 years. Some never appear
again, and some appear quite
quickly. But on average, it takes
about 30 years. So you're talking
about a really slow, slow market
turnover. It's very opaque, and it’s
how dealers make their living.”

Downsides

Jeffrey Horvitz, vice chairman of the
Moreland Management Company,

a single-family office headquartered
in Cleveland, Ohio, believes that an
adviser should first ask the client
who wants to start collecting art a
very simple question: “Are you nuts?”

“If you’re asking the question,
‘Should I invest in art?”” he continues,
“you probably don’t know enough
about art to be investing in art.”
Horvitz’s statement is based on expe-
rience. He was previously an art
dealer and a well-known collector
who discussed art as an investment
at the 2009 CFA Institute Wealth
Management conference. (Horvitz’s
presentation is available on the CFA
Institute website; see “Recommended
Resources” for details.)

Numerous factors play a role in
valuing art—scarcity, recognizability,
and provenance, among others—and
a casual collector is highly unlikely
to have sufficient reliable information
to determine a fair value. Combine
the valuation difficulties with market
illiquidity, lack of dealer transparency,
and the risk of owning an asset
whose appeal is subject to fads and
the challenge increases. Buying and
selling art is also costly. Investors
must factor in marketing and insur-
ance fees as well as shipping and
storage costs, for example. Recouping
transaction costs requires significant
appreciation, as an example provided
by Horvitz makes clear: Assume an
auction-house bidder agrees to pay
US$1.5 million for an item (the
“hammer price”). The auction house
will add US$262,500 in commissions
(commissions are often negotiable
on larger transactions) for a total

David David Gallery, Philadelphia, PA, LSA, The Bridgeman Art Library

A Tale of Two 19th Century Landscape Painters. Canvasses of American artist Thomas Moran (1837-
1926), who painted the picture above (Buffalo Watering, 1887, watercolor on paper), have been
valued as high as USS17.7 million, while the canvasses for French artist Jean Baptiste Camille Corot
(1796—1875), whose brush captured the scene below (A Pond with Three Cows and a Crescent Moon,
c.1850, oil on canvas), hover in the range of a few hundred thousand dollars.

buyer’s cost of US$1,762,500. The
seller will receive US$1.35 million
after deduction of a 10 percent
seller’s commission. If that buyer
decided to resell the item, a new
buyer must agree to pay a total of
US$2.275 million for the seller to
break even.

Art in the Portfolio

Assuming an investor understands
the risks and can navigate the
market successfully, what role can art
play in terms of portfolio characteris-
tics, such as expected returns,
volatility, and correlation with other
asset classes? The Mei Moses Fine
Art Index creates auction-market

statistics, with an overall fine art
market index and five submarket
indexes. The indexes use the repeat-
sale method for objects held at least
one year, based on the approach
taken with the Case-Shiller real
estate indexes. According to Michael
Moses, co-founder of the indexes,
these categories include more than
15,000 repeat-sale pairs and capture
90-95 percent of the dollar volume
of the works sold at Sotheby’s and
Christie’s in New York City.
Analysis of art’s performance
depends on the submarket and the
holding period considered. Over the

Continued on page 32
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